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A revised agreement with the International Monetary Fund (IMF) will give Brazil's troubled
economy an infusion of US$8.6 billion. And, in a vote considered key for the IMF bailout, Brazil's
Congress approved an increased banking- transaction tax. But President Fernando Henrique
Cardoso's modest successes have come at a high cost, as his public support has plummeted.
Cardoso was re-elected in October 1998 on a two-part platform the stability of the currency, the real,
and his personal credibility. Both have been toppled by the real's devaluation.
After unsuccessfully fighting to stave off speculative attacks on the real, in mid-January the
government abandoned the real's fixed exchange rate against the dollar, allowing the real to float.
Since then, its value has dropped nearly 40%. Import prices have soared raising fears of runaway
inflation. Central Bank president Arminio Fraga said the real's lowered value led to a jump in the
public debt, much of which is calculated in dollars, to 53% of GDP.
The revised IMF agreement requires that the debt drop to 44.3% by 2002. Fraga said a combination
of increased revenue from the privatization of state companies and declining interest rates should
enable Brazil to meet those obligations. "Our financial system is healthy and well financed," he said.
"That will, with the passage of time, produce lower interest rates." The staggering interest rates
have brought criticism from the business sector as well as from many independent economists (see
NotiSur, 1999-02-12, 1999-03-05).
The IMF agreement also called for giving Fraga considerable latitude in determining monetary
policy, and on March 4, he again raised interest rates from 39% to 45% to control inflation.

IMF agreement renegotiated
The terms of the original US$41.5 billion rescue package, signed last November, had to be revised
when the sudden devaluation made Brazil's previous commitments meaningless. After six weeks of
talks, on March 8 the IMF announced an agreement on new terms for the bailout, which will allow
the second disbursement of IMF money. Brazil will receive the money after the IMF board approves
the revised terms. The board meets March 30.
"The key elements of the new program are a strengthened fiscal adjustment and, in the light of
the floating of the exchange rate, the adoption of a new nominal anchor for monetary policy," the
IMF statement said. But its outlook for the Brazilian economy for the coming year was sobering.
"Although real GDP is now expected to decline by 3.5% to 4% in 1999, it is expected that the
program will lay the basis for a sustained recovery in 2000 and beyond, as confidence recovers and
external financing constraints are eased," the statement said.
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 1 of 3

LADB Article Id: 54362
ISSN: 1060-4189

US Treasury Secretary Robert Rubin said the agreement with the IMF could preserve the country's
financial stability. He said Brazil is also working with commercial banks to re- establish credit
lines, and the US is prepared to help. "Substantial participation by Brazil's private-sector creditors
is important to Brazil's economic program," Rubin said. "In this context, we are prepared to join
with the IMF and other countries to make available substantial additional financing from the
international support program announced last year." Rubin said Brazil's "success in preserving
stability and laying the foundation for growth is of critical importance to the US, other regional
economies, and the international community."
Also on March 8, the Finance Ministry and the IMF made public Brazil's revised 1999 economic
targets, which include a budget surplus of 3.1% and 16.8% inflation. To reach the IMF targets, the
government plans to freeze salaries of 500,000 civil servants, speed up privatization, and raise
electric energy rates, among other measures. Finance Minister Pedro Malan said the revised IMF
deal did not include targets for the official minimum salary, due to be announced May 1.
Government officials oppose calls for "indexation," the automatic, compensatory pay and price
increases that in the past led to hyperinflation. The wage issue is sure to set off renewed protests
against the IMF-imposed measures. Cardoso is expected to grant only a tiny raise to minimum-wage
workers, who now take home only 130 reais (US$70 a month). And, the higher tax on every check
written and the increased price of gasoline will further hurt consumers.
A report by the Federacao das Industrias do Estado de Sao Paulo (FIESP) released March 10 said the
industrial sector in Sao Paulo laid off 11,525 workers in February, 0.7% of the work force. The report
said in the first three months of the year, 28,519 workers had lost their jobs and the total for the past
year has been 121,139. Labor-union figures indicate unemployment in Sao Paulo rose to 18.7% in
February from 17.8% in January.
Since the implementation of Cardoso's economic plan in 1994, 535,340 jobs (24.79% of the work
force) have been lost. Political problems could still derail agreement Analysts welcomed the terms
of the IMF deal, but they said many challenges remain, especially congressional support for IMF
requirements. Following the agreement, the focus shifted to the political agenda.
The key battle was the government's effort to get a financial-transactions tax known as the CPMF
through Congress. On March 10, the Chamber of Deputies voted 357-135 to increase the tax from
0.2% to 0.38%, which is expected to bring an additional US$8 billion a year in revenue. The revenue
represents a large part of the commitment the government made the IMF last year. On March 18, the
lower house gave final passage, approving the measure by a 49-vote margin. The Senate had already
approved the bill. The measure is expected to take effect in July.
"The government gave a show of strength," said political analyst Ricardo Pedreira. "There was a
very strong awareness of the importance of the CPMF, which was practically the heart of the fiscal
adjustment plan proposed by the government."
Lawmakers used the CPMF debate to voice their resentment toward the IMF and its imposed
reforms. "It is not up to the IMF to determine the measures that the government will take to fulfill
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the agreement," said Antonio Magalhaes, president of the Congress and one of the most influential
politician in the country. "We in Congress are not willing to accept clauses in the agreement that
damage national sovereignty."
As Congress tackles other measures to appease the IMF, including social security reform, analysts
question whether Cardoso can count on their continued backing. "What makes this situation
difficult is that Brazil is a democracy in that the president cannot make the decisions," said Robert
Levine, a Brazil specialist at the University of Miami. "Cardoso knows what he has to do, but he is
faced with the opposition of the governors who control the delegations of their states in Congress."
As the financial crisis deepened and its effects were felt across the country, Cardoso's approval
rating has nosedived. Analysts say the ratings could get worse as the new IMF measures hit
consumers' pockets, which could translate into congressional opposition. [Sources: Clarin
(Argentina), 03/05/99; Xinhua, 03/08/99; Spanish news service EFE, 03/09/99; Notimex, 03/10/99;
Associated Press, 03/08/11/99; The New York Times, 03/11/99; El Nuevo Herald (Miami), 03/14/99;
Reuters, 03/09/11/99, 03/15/99, 03/18/99, 03/19/99, 03/23/99, 03/24/99]
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